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ABSTRACT

This paper studies interfirm gender segregation in a unique

sanple of small enployers. W focus on small firnms because
previ ous research on interfirm segregation has studied only |arge
firms and because it is weasier to Ilink the denographic

characteristics of enployers and enployees in small firnms. This
|atter feature permts an assessnent of the role of enployer
discrimnation in creating gender segregation. Qur first finding
is that interfirmsegregation is preval ent anong small enpl oyers.
| ndeed nen and wonen rarely work in fully integrated firns. CQur
second finding is that the education and gender of the business
owner strongly influence the gender conposition of a firms
wor kf orce. This suggests that enployer discrimnation may be an
i nportant cause of workplace gender segregation. Finally, we
estimate that interfirm segregation can account for up to 50% of
t he gender gap in annual earnings.
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. Introduction

Wi | e expl anations of why women earn | ess than men renai n controversia I, one
popul ar view is that discrinmnation segregates wonen into a few | ow paying
occupat i ons. Thi s expl anation has sone appeal since nen and woren are highly
segregated by occupation and because predon nantly fermal e occupations tend to be
poorly paid (Bergnann, 19 86; Blau and Ferber, 1986; Blau, 1989). Yet the focus
on occupational segregation has been driven as much by data linitations as by any
belief that occupation is the only dimension in which men and women are
segr egat ed. Indeed, while certain theories of discrimnation predict
segregation, they are often silent on the dinmensions in which segregation will

occur (e.g. Becker, 1971; Arrow, 1972). It is unf ortunate, therefore, that only

a few authors have studied interfirmsegregati on of men and wormen (MNulty, 1967;
Buckl ey, 1971; Bl au, 1977; Bielby and Baron, 1984; Pfeffer and Davi s- Bl ake, 1987;
QG oshen, 1991). This neglect is particularly regr ettabl e since these few papers

find that, even within occupations, interfirmsegregation is quite preval en t, and

that it plays an inportant role in wonen's reduced pay. Unfortunately, the
generality of these few studies is |imted because their anal yses were rest ricted
to large enployers in a few industries or |ocales. ! This paper partially
renedies this gap in the literature by studying interfirm segregation in a
national sanple of small enployers drawn froma broad range of industries.

Qur focus on snall e nployers is further notivated by two additional facts.
First, there are numerous reasons to believe that sex discrinnation will
nmani fest itself differently in small and large fir ns. On the one hand, the fact
that federal anti-discrimnation rules are prinari ly targeted at large firns nay

nake large firns less lik ely to discrimnate. On the other hand, the increased

'Qur know edge is also linmted by the fact that, with the
exception of Pfeffer and Davis-Bl ake (1987) and G oshen (1991),
t hese authors studied data fromthe 1960's and early 1970's.

G ven the significant changes in femal e | abor market activity
over the past two decades, there is a good chance that the
earlier findings do not reflect current |abor market conditions.

3



nonopol y power and greater separation of ownership and managenent nay make | arge
firms nore likely to disc rimnate. Wile these views differ, they both suggest
that the extent and inpac t of interfirmsegregation in small firns nay be quite
different fromthat found in previous work on large firns.

Second, at |east since the work of Becker (1971), enployer discrimnation
has been theoretically identified as a potential source of gender segregation.
However, it has been difficult to firmly establish a role for enployer
di scrimnation because other theories (e.g. custoner discrimnation, enployee
di scrimnation) carry simlar inplications for segregation. (ne distinctive
i nplication of enployer discrinination is that wonen are segregated into those
employers with, in the Ilanguage of Becker, the lowest "tastes for
discrimnation." Since it is inpossible to get direct neasures of such tastes
for discrimnation, the o nly practical approach is to make a priori theoretica
i nks between observabl e enpl oyer characteristics and discrimnatory tastes.

Yet there have been few attenpts to enpirically link the denographic
characteristics of enployers to the sex of their enpl oyees. This absence o f even
i ndi rect evidence of enployer discrimnation is pa rtially due to difficulties in
identifying the hiring officers in the large firns where nost people work. In
contrast, in small firns it is easier to identify the person responsible for
hiring decisions, since it is wusually the business owner that makes such
deci si ons. Using a recently devel oped Census Bureau data set, we relate the
characteristics of small business owners to the gender conposition of the
busi ness' work force. This lets us assess, relati vely directly, the role of the
enpl oyer in determning a firms work force.

Qur analysis centers on the 1982 Characteristics of Business Oaers survey
that records denographic infornmation on the owners and enployees of snall
busi nesses. Wile these data do have linmtations, they carry inportant new
information on the causes and effects of interfirmgender segregation. W use
these data to establish the following facts. First, we find that small fir ns are

hi ghly segregated by sex. I ndeed, most men work in firns that enploy prinarily

4



nmen, and nmost women work in firms that enploy prinarily worren. Second we find
that the denographic characteristics of the business owner, particularly sex,
strongly influence the gender conposition of a firms work force. Finally, we
find that firms which prinmarily enploy wonen typically pay nmuch |ess than do
firms which prinarily enp loy men, but that this difference is largely accounted
for by the larger revenues of the nal e-enpl oyee firns.

These results carry inportant inplications for our understandi ng of bo th the
causes of women's reduced earnings and the likely effect of any w despread
conparable worth program In particular, the results indicate that interfirm
segregation nay account for a substantial conponent of the nale/female gap in
annual earnings, and that this segregation is potentially due to discrimnation
on the part of nmale enployers. At the same time, the results raise questions
about the effectiveness of conparable worth policies that seek to elimnate
intrafirmdifferences in pay between men and wonen.

The paper proceeds as follows. Section Il pr ovi des theoretical background,
devel ops hypot heses, and reviews previous research on interfirm segregation.
Section Il describes our use of the Characteristics of Business Oaners dat a set.
Section |V neasures gender segregation in |arge an d small firns and anal yzes the
role of the business owner in determning the gender composition of a firm s work
force. Section V assesse s the role of interfirmgender segregation in creating

gender differences in annual earnings. Section VI concl udes.

1. Background

A, Enployer Discrinmination and Segregation

This section briefly outlines the enpirical i nplications of Becker's (1971)
theory of discrimnation, with special attention g iven to the role that enpl oyer
di scrimnation plays in creating gender segregation and nal e/ femal e earnings
differences. Becker's nodel is based on the assum ption that sone enpl oyers have

a distaste for economc contact with femal e enpl oy ees. The nodel further posits
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that this distaste for contact may be neasured by a "taste for discrimnation"
which indicates the nonetary cost of the psychic disutility incurred by the
discrimnating enployer if a woman is enployed. 2 The final key assunption of
Becker's nodel is that no t all enployers have the sane taste for discrimnation
agai nst wonen. Some enpl oyers nay have a strong distaste for wonmen enpl oyees,
but other e nployers nay be indifferent between nen and wonen, or even have a
preference for women enpl oyees.

Severa | inplications are immedi ately obtained in Becker's nodel. First,
nal e and fenal e enpl oyees will be segregated into t hose enpl oyers that do and do
not, respectively, have a taste for discrimnation against wonen. Therefore,
worren wi Il work for the least discrininatory enplo yers and men will work for the
nost discrimnatory enplo yers. Second, the equilibriumdifference between nale
and fermal e wages will be related to the distribution of tastes for discrim nation
across enployers and to the relative proportions of nale and fenal e enpl oyees.

If there are enough non-di scrimnatory enployers (i.e. enployers with no taste

for discrimnation) then the nodel predicts that men and woren wll be
segregated, but that there will be no wage gap for simlarly skilled men and
woren. However, if there are nore fenal e enpl oyees than can be hired by th e non-

discrimnatory enployers, then wonen will be forced to seek enpl oyment at the
discrimnating firms. Since discrininatory firms will only hire woren if they
are paid less than men, this will lead to an equilibriumwage gap between m en and

wonen. 3

2For exanple, if an enployer has a taste for discrinination
agai nst worren of $1 per hour, then this inplies that the enpl oyer
will be indifferent between two ot herw se identical enployees,
one male and one fermale, if the man's hourly wage is $1 nore than
the wonen's hourly wage.

*While this briefly summarizes the static inplications of
Becker's nodel, Becker and Arrow (1972) al so discuss the dynamc
inplications of the nodel. W do not address these dynamc
i nplications because our enpirical work is essentially static.
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Whi | e Becker's nodel enphasizes the role of enployer discrimnation, the
nodel also points to the potential role of discrimnation on the part of
customers and fell ow enpl oyees. For exanple, suppose that sone customers
discrimnate in the sense that they are willing to pay a higher price for goods
or services produced by men. Further, suppose that firns are heterogeneous in
the extent to which their customers discrininate agai nst wonen. 4 In such a case,
Becker's nodel suggests t hat interfirmgender segregation can arise even in the
absence of enployer discrimnation. Smlarly, su ppose that mnal e enpl oyees have

a taste for discrinmnation against women in the sense that some nmen are

indifferent between a lowpaying job with all male cowor kers and a hi gher - payi ng
job with fenmal e comorkers . Becker shows that these circunstances can al so | ead
to interfirmgender segregation, even in the absence of enpl oyer di scrimnation. °

Whereas Becker's and certain other nmodels (e.g. Bergmann, 1974) interpret
gender segregation and the nale/female earnings gap as evidence of
di scrimnation, Mncer and Pol achek (1974) and others enphasize the rol e of human
capital in creating gender differences in the labor market. In particular,
M ncer and Pol achek argue that child care and other responsibilities | ead wonen
to invest less heavily in market hunan capital. | f true, then this differential
investnment could lead to |ower earnings for wonen and to segregati on of women
into occupations and firm s where | ess human capital is required. Wile sharing
many of the enpirical predictions of discrimnation theory, this human capital

view i nplies that women are paid | ess sinply because they are | ess productive.

't is a bit difficult to i nmagi ne why two ot herw se
identical firnms woul d be heterogeneous on this dinension.
However, it is easy to imagine that firnms in slightly different
lines of business mght differ. For exanple, nen's and wonen's
clothing stores mght face quite different pressure fromtheir
custoners with regard to the gender of their enployees.

Wi | e enpl oyee di scrimnation can generate gender
segregation, it is unlikely to result in male/fenmal e wage
di fferences unl ess augnented with sonme ot her type of
di scrim nation.



B. The Rol e of the Enpl oyer

There has been a substantial anmount of research show ng that enpl oyers treat
male and fenale job applicants differently. Such research has generally
proceeded by sending ot herwi se identical mal e and fermal e applicants (or resunes)
to enpl oyers advertising job openings. Male appli cants for traditionally fenale
positions (e.g. secretary) and female applicants for traditionally nal e pos itions
(e.g. mechanic) are often discouraged by enpl oyers (Levinson, 1975; Powel |, 1987;
R ach and R ch, 1987), an d when enpl oyers nove to fill open positions, they are
often influenced by the sex of the incunbent (Konrad and Pfeffer, 1991). Yet
whil e such activity certa inly could be due to enployer discrimnation, Becker's
theory enphasi zes that such enpl oyer behavior may al so result fromdiscrim nation
on the part of enpl oyees or customers. For exanpl e, even restaurant owners with
no taste for discrimnati on may favor male applicants if their customers prefer
to be served by waiters r ather than waitresses. As a result, such findings are
rat her indirect evidence of enpl oyer discrimnation.

A nore dir ect way to assess the role of enployer discrimnation is to
neasure the rel ationship between an enployer's discrinnatory attitudes and the
gender conposition of his or her enployees. It is of course difficult tom easure
discrimnatory attitudes independently of actions. One could survey enpl oyers
about their attitudes, but, given the current |egal environment, enployers are

unlikely to directly express their discrimnatory attitudes. 6

*W shoul d note, however, that a fanous study by LaPiere
(1934) suggests that enployers may discrimnate [ ess than they
lead on. In that study, LaPiere toured the U S. wth a Chinese
couple and visited 251 hotels and restaurants. Wile the
t hreesone was deni ed access to only one establishnment, in
response to a later questionnaire over 90 percent of the sane
establishments said that they would not accept Chinese patrons.
We naturally suspect that these results would not be repeated
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An al ternative approach is to first establish a priori theoretical Iinks
bet ween di scrininatory attitudes and observabl e de nmogr aphi ¢ characteristics, and
to then examne the relat ionship between these characteristics and segregati on.
Popul ar culture suggests that the sex of the enployer is the denographic
characteristic nost likel y to be correlated with tastes for sex discrimnation.
Wi | e some soci ol ogi cal and psychol ogi cal research suggests that nen and woren
are both prejudi ced agai nst women (ol dberg 1968; Kanter 1977), the prepond erance
of evidence (e.g. Kanter, 1977, Ferber and Huber, 1975) suggests that male

enpl oyers are nore likely than fermal e enployers to discrimnate against femal e

enpl oyees .  Therefore, our working hypothesis is that nale enployers have a
relative preference for h iring nale enpl oyees, other things equal. |n Becker's
nodel , this hypothesis leads to the prediction that, relative to fenal e- owned
firms, male-owned firms w ill enploy nmore nal e workers and may pay hi gher wages.
There ar e of course finer hypotheses that night be entertained. For
example, any given enployer's preferences nmght depend crucially on the
particul ar occupation or job title being filled (e.g. an enpl oyer may want nal e
nmechani cs but female secr etaries). The data we exanine is sufficiently coarse,
however, that we restrict attention to the broader hypothesis that nale enp | oyers

prefer mal e enpl oyees.

C. Discrininationin Small and Large Firms

There are several reasons why sex discrimnation mght manifest itself
differently in large and small firnms. First, fede ral anti-discrimnation policy
di sproportionately targets large firns. The Cvil R ghts Act of 1964 bans sex
discrimnation in enploynent, but only for those firms with nore than fifteen
enpl oyees, and the federal government's affirnativ e action programis explicitly
restricted to federal contractors with nmore than fifty enpl oyees. |In addition

to these explicit size distinctions, federal policy also creates inplicit size

t oday.



distinctions between firm s that are all above the explicit lints. This occurs
because civil rights and affirmative action litigation often turns on the

interpretation of statist ical evidence as to whether a firmtreats wonen fairly

(Smth and Wl ch, 1984). Since strong statistical evidence is naturally harder
to cone by in snall firms, discrimnatory behavior is nore likely to be detected
and punished in large firns. This conbination of explicit and inplicit pressure

leads to a strictly increasing relationship between firm size and federal
pressure to enpl oy wonen. This in turn suggests that sex discrinination may be
nost pervasive in small enployers. 7

QG her perspectives, however, suggest that small firnms will be the |east

li kely to discrimnate. Becker's theory of discrimnation argues that
discrimnatory behavior is costly to firns. The logic is that a non-
di scrimnating firm that hires wormen will pay lower labor costs than a
discrimnat ory firmthat hires nen of the sane skill level. |If this is true,
then larger firns may be nore likely to engage in discrimnation for at |lea st two
reasons. First, A chian and Kessel (1962) predict that firnms wth nonopol y power

face a very high effective tax rate on profits, as a result of inplicit (or
explicit) government regulation of profits. The high effective tax rate
encour ages the owner and/ or managers of nonopoly firms to indul ge thenmselves in
nonpecuni ary benefits that escape taxation. Wile these nonpecuniary benefits
will often t ake the formof posh offices and other anenities, they mght also
take the formof increase d indulgence in costly discrimnation. This reasoning
| eads Al chian and Kessel (1962) and Becker (1962) to argue that nonopolists wll

be nore likely to discrininate, a hypothesis that finds support in a recent st udy

"Anot her distinction is that large firm personnel offices
of ten have no post-hire contact with enpl oyees, whereas snall
firmowners or managers typically work with each enpl oyee on a
daily basis. If hiring officers are primarily concerned with
whet her they will personally cone into contact with wonen
enpl oyees, then this distinction suggests that large firnms may be
less likely to discrimnate.
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by Ashenfelter and Hannan (1986). Since there is some evidence that market power
is positively correlated with firm size (Hall and Wiss, 1967), this logic
predicts that large firns will be nmore likely to discrimnate agai nst wonen.

A second reason why large firns night discrimnate nore frequently is that
large firms are much nore likely to have separatio n of ownership and managenent.
Just as nonopolists often receive little return on increased profits, non-owner
managers are often inperfectly rewarded (or punished) for changes in profits
(Jensen and Mirphy, 1990) . As in the case of monopolists, this means that non-
owner managers nay indul ge thenselves in discrimnatory practices nmore freq uently
than owner nanagers who bear the full pecuniary cost of discrinination. This
reasoni ng | ed Ashenfelter and Hannan (1986) to conclude that large firns ar e nore
likely to discrimnate agai nst womren.

In sumary, there are several theories of why the effect of sex
discrimnation nay vary by firmsize. These theories |ead to the hypot hesi s that
wonen' s enpl oyment nay be segregated into | arge or small firns. To some extent,
however, nen and wormen may choose the size of their enployer independently of
discrimnatory issues. ® Taking this view to the extreme leads to a second
hypothesis that segregation anong large firms may be nore or |ess severe than

segregation anong snall firns.

D. Previous Enpirical Wrk on Interfirm Gender Segregation

Wiile there is a long history to the idea that occupational segregation
plays an inportant role in wonmen's relatively | ow earni ngs (e.g. Bergmann, 1974;
Bergnann, 1986; Blau and Ferber, 1986), interfirmsegregati on of men and wonen
has recei ved much less attention. This section reviews previous studies of
interfirmgender segregation and pl aces our work i n their context. 1In follow ng

this di scussion, the reader may find it useful to refer to Table 1 which

8For exanple, wonen may have a relative preference for the
i ncreased benefits offered by | arge enpl oyers (Brown, Ham | ton,
and Medoff, 1990).
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docunents the nain featur es of selected data sets pertinent to interfirm gender
segregation. The table is organized around the da ta sets rather than the papers
t hensel ves because resear ch on this topic has been heavily circunscribed by the
nature of the avail abl e data.

The Equal Pay Act of 1963 outlawed differential pay for men and worren in the
sane occupation and the s anme firm and it was initially thought that this m ght
elimnate the intraoccupa tional conponent of the gender earnings gap. However,
McNulty (1967) and Buckley (1971) wused unpublished BLS data to show that
relati vely little of the intraoccupational wage gap was due to intrafirm pay
differences. Instead, MNulty and Buckl ey showed that a nmore inportant cause of
the mal e/ fenal e wage gap was the segregation of wormen into | ow paying firns. o
Blau (1977) generalized these results with a study of the 1970 Area \Wage Surveys
(AWS) of Boston, New York, and Phil adel phia. Blau found that, even within
narrow y defined occupations, nen and woren rarely work in the sane firms and
that interfirm segregation played an inportant role in the intraoccupationa

mal e/ femal e wage gap. *°

°As an exanpl e, Buckley exani ned the wages of nale and
femal e el evator operators. He found that firns with only male
operators paid wages that were 54% hi gher than the wages paid by
firmse with only fenmal e operators. |In contrast, nen received
wages that were only 18% higher in firnms that enpl oyed both nen
and wonen as el evator operators.

As an exanple, anong firns enploying order clerks in
Boston, Blau found that 42 out of the 67 firns in her sanple
enpl oyed only wonen, while 13 of the remaining 25 enployed only
men. Only 12 out of the 67 firns were in any way i ntegrated.
VWhile this is an extrene exanple, Blau found that, within
occupations, interfirmsegregation was the rule rather than the
exception. As for the contribution of interfirmsegregation to
t he gender earnings gap, Blau found that mal e accounting cl erks
i n Philadel phia had hourly wages that were 23% hi gher than fenmal e
accounting clerks in that city. O this 23% gap, 20% was
accounted for by the fact that men worked in relatively high-
paying firms while only 3% of the gap was due to different pay
wi thin establishnents.
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Bielby and Baron (1984) studi ed gender segregation across firns and "job
titles" in a sanple of 393 California firns surveyed in the late 1960's and early
1970's. ' They found al nost conpl ete gender segrega tion by job title and, in the
few instances where job titles were integrated, men and wonen al most never wor ked
inthe same firm |Inthe ir study of college admnistrators, Pfeffer and Davis-

Bl ake (1987) find that wo men and nen working in predom nantly feral e workpl aces
earn substantially less than workers of the sane sex and occupation that were
enployed in largely male workplaces. Finally, Goshen (1991) studied five
speci fic industries and found that interfirm segregation was prevalent in all
industries and an inportant factor in nale/femal e wage differentials in som e, but
not all, industries. 2 Table 1 also refers to the Equal Enpl oynent Cpportunity
data set that has been devel oped as a by-product of the reporting requirenents
of Title VIl of the AQvil Rghts Act. These data would potentially be quite
useful, but no one has (t o our know edge) used themto study gender segregation
issues, and the EECC has regrettably stopped releasing the data except in
extrenely aggregated form 1@

In summary, previous research provides support for the follow ng
conclusions: 1) within a given occupation, men tend to be segregated into h i gher -
paying firns, and 2) within a given firm men tend to be segregated into higher-

payi ng occupations. Previous research has been limted, however, because of

“The term"job title" refers to the actual name of a job
Wi thin an establishnment. One way to think of this classification
systemis as an extrenely fine occupational classification
system

2As an exanple, Groshen found that roughly half of the
mal e/ femal e wage gap in the nonel ectrical nmachinery industry was
attributable to interfirmsegregation and that, for this
i ndustry, occupational segregation played a relatively m nor
rol e.

BFor many years, the EECC did rel ease these data. To our
know edge, Becker (1980) is the only study of segregation using
these data, but he restricts attention to racial segregation.
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their uniformfocus on la rger firns in specific industries and regions. ne of
the purposes of this study is to extend some of the earlier results to smaller

firms in a wide variety of industries and regions.

[11. The Characteristics of Business Oaners Survey

The Characteristics of Business Owmers is a survey of the people that own
busi nesses in any of three |egal ownership categories: i ndi vi dual
propri etorships, partnerships, or subchapter S corporations. 14 A though these
ownership forns conprise a large fraction of small businesses, many small firns
were excluded fromthe survey. For exanple, a small business was not surveyed
if it had annual sal es of | ess than $500, if it was owned exclusively by a US
non- resident, if it had nore than nine partners or shareholders, or, nost

inportantly, if it was a Chapter C corporation. 15 Corporations with fewer than

YI'n particular, firns were surveyed if they filed their tax
return with one of the following IRS forns: 1040 (Schedule O
1065, or 1120S. Corporations filing a regular 1120 tax return
were excluded. The first of these IRS classifications
corresponds to individual proprietorships, or unincorporated
busi nesses that are owned by an individual. This category
i ncl udes sel f-enpl oyed workers. The second classification
i ncl udes uni ncor por ated busi nesses owned by two or nore persons.
The final classification corresponds to subchapter S corporations
that are legally incorporated busi nesses with 35 or fewer
shar ehol ders who, because
of tax advantages, elect to be taxed as individuals rather than
corporations. This discussion is drawmn fromU. S. Bureau of the
Census (1987).

“We tried to assess the extent to which the CBO sanples the
entire universe of small firmenploynent. Using CBO sanple
wei ghts, the CBO sanples a population of 6.9 mllion enployees of
firme owmed by 2.9 mllion business owners (restricting attention
to firmse with 100 or fewer enployees). Therefore, the CBO
sanpl es a popul ation of roughly 9.8 mllion enployees. W then
conpared this with estimtes of small firm enpl oynent drawn from
two alternative sources: the May, 1983 CPS and the 1982
Enterprise Statistics. Although the conparison is conplicated by
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35 owners are free to choose between i ncorporation under the statutes of Chapter
C or subchapter S and a firm's choice between the two is generally driven by tax
considerations. ® States differ in the relative adv. antages of the two forns and,
as aresult, in sone stat es nost small corporations are Chapter C while in some
others nmost small conpanies are subchapter S. This causes our sanple to be
better represented in sone states than others. 1

The CBOis also selective because it oversanpled mnority and wonen- owned
busi nesses. The Census Bureau created five "panel s" of 25,000 busi ness owners
each, where each panel was drawn solely from one of the follow ng groups:
hi spani cs, bl acks, other ninorities, women, and non-ninority men. |In order to
achi eve these equal -sized panels, the CBO oversanpl ed busi nesses owned by womnen

and, particularly, mnorities. There are several methods for generating a

the fact that nore than 15% of the respondents "don't know' how
many enpl oyees work at their firm the CPS figures nmatch up
reasonably well with the CBO. Using a variety of assunptions
about the actual firmsize of the non-respondents, it appears
that the CBO covers 45 to 50 percent of small-firm enpl oynent.
The CPS figures are sonmewhat different fromthe Enterprise
Statistics that are drawn from establishnent surveys. These data
suggest that the CBO sanple universe accounts for only 30% of
small firmenploynment. Frankly, we do not know how to reconcile
these figures. Wat is clear is that the CBO surveys a

popul ation that accounts for a substantial fraction of small-firm
enpl oynent. Unfortunately, we can say little about whether that
fraction is .50 or .30.

%Chapter C corporations eventually pay out profits to
owners as dividends. This neans that C corporation profits are
taxed once at the corporate |level and a second tine upon
distribution as income to owners. |In contrast, profits from
subchapter S corporations are taken directly by owners as
personal incone and taxed as such.

"We do not viewthis as a big problemfor the issue at
hand. Wth the exception of WIllianms and Regi ster (1986), there
is little evidence that gender segregation or discrimnation is
worse in sone regions than others. To be safe, however, when
appropriate we do control for geographical region in the ensuing
analysis so as to mnimze the inpact of our geographically
uneven sanpl e.
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representative sanple of small businesses fromthe CBO (ne can use the sa npl i ng
wei ghts assigned by the Census Bureau, or one can focus on the wormen and non-

m nority male sanples since these two groups conprise the vast bul k of snall
businesses inthe US. *® W followthe latter route because of concerns about
the reliability of the sa npling weights. However, we have conputed nost of the
results reported here for the entire BQ both with and without sanpling we i ghts,
and the results are generally insensitive to the choice of sanple.

The peculi ar timng of the CBO also deserves mention. The survey was
adm ni stered by the Census Bureau in 1986 to busin ess owners that filed 1982 IRS
tax returns. The survey included questions on the denobgraphic characteristics
of the business owner, th e 1982 financial condition of the firm and the racial
and gender conposition of the firnmis 1982 work force. The answers to these
questions were then matched with IRS information on the firms 1982 enpl oynent
and payroll. 1

Qur sanple selectio n decisions were quite sinple. First, we excluded the
few firnms i n our sanple that enploy nore than 100 enpl oyees. This excl usion
enphasizes our focus on snall firns and facilitates conparisons of annual

earnings between the CBO and the CPS. 2 Second, we measure segregation and

For the three organi zational forms surveyed in the CBQ
the Census Bureau estimates that 92% of the firns are owned by
wonen or non-mnority nmen (U. S. Bureau of the Census, 1987).

®This retrospective sanple design is unfortunate because
Aker | of and Yellen (1985) have shown that the passage of tine can
alter people's answers to certain questions. One effect of the
retrospective survey design is that the CBO survey response rate
was only 79.2% nuch |ower than that found in nost
cont enpor aneous surveys. Further, there is evidence that
busi ness owners were nore likely to answer the survey in 1986 if
their 1982 business was still in operation (Nucci, 1989).

The May, 1983 CPS asked workers about the nunber of people
that worked for their enployer. These answers were bracketed
into five groups: 0-25, 25-99, 100-499, 500-999, and 1000+. The
100 enployee |imt was the nost natural choice for our focus on
smal | firms.
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ear nings gaps anong the enployees and not the owners of small businesses, a
factor that immediately elimnates those snall bus i nesses with no enpl oyees. W
exclude the owners because the information on their income is not directly
conparable to the income data avail abl e for enpl oyees.

On a fi nal note, we use the CBO as a sanple of firns even though it is
essentially a sanple of firmowners. This causes some conplications when we try
to identify firns as being owned by people with particular characteristics.

Li nking owner characteristics to the firmis trivial for firns owed by one
person, but nmulti-owner firnms are slightly tricky because not all owners are
alike. Following the wor k of previous CBO users (Bates, 1988; Nucci, 1989), we
use the cross-owner nean for continuous variables (such as education) and the
cross-owner nmode for discrete variables (such as s ex or race). In cases of ties

for the discrete variables, we use the node containing the owier that reports

spendi ng the nost hours per week at the business. 2
Table 2 presents sel ected summary statistics on the firns and owners in our
CBO sanple. The "all firns" colum reports data f or our entire sanple while the

next two colums report results separately for nmale- and fenale-owned

2For exanple, if a firmhas two male and one fenmal e owners,
then we describe the firmas being "male-owned.” |If a firm has
one mal e and one fermal e owner, then we describe the firmas
"mal e-owned"” if the man reports working nore weekly hours at the
firmand as "femal e-owned" if not. Single-owner firns account
for 64% of the firnms and 45% of the enploynent in our sanple.

At the suggestion of a referee, we |ooked into the
possibility of a nore extensive systemof classifying firns as
"mal e-owned" or "fenal e-owned."” After all, it's easy to inagine
that there m ght
be a fairly conplicated rel ati onshi p between nunber of owners,
nunber of femal e owners, and the degree to which a firm
di scrim nates agai nst wonen. For exanple, Kanter (1977) argues
that "token" wonen in a large organization will often
di scrim nat e agai nst ot her wonen, whereas wonen that are not in
an overwhelmng mnority will tend to be nore supportive of other
wonen. Unfortunately, there are not enough sexually integrated,
mul tiple-owner firnms in our sanple to support nuch anal ysis al ong
t hese lines.
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busi nesses. 2 Rows (1) show that there are no significant differences in the
distribution of mal e and femal e owners across age groups. Row (2) shows th at the

average business owner has some college education and that male owners are

slightly nore educated on average. Rows (3) report the frequency w th which
firms fall into various categories of "percent fem ale enployees." An exanple of
how to read these nunbers is that the ".221" at the top of the "all firns" col um

indicates that 22.1%of all the firnms in our sanple have no fenal e enpl oyees.

The figures indicate that alnost three quarters of the firms have work forces

that are either 75-100%or 0-9%fenal e, so that |argely segregated workpl ac es are
the rule rather than the exception. The figures also show that femal e-owned
firms are significantly m ore likely to enploy predom nantly femal e work forces.

A chi-square test strongly rejects the hypothesis that male and femnal e- owned
firms are identically distributed across these categories.

Rows 4 through 9 of Table 2 report mean characteristics of the firms
thensel ves. The first colum shows that the average firmin our sanpl e had about
five enpl oyees, between one and two owners, roughly $300,000 in receipts, and
that it paid out roughly $9500 per enployee. G ven the nonnegativity of these
variables, the large stan dard deviations indicate that the sanple distributions
are highly s kewed. The next two colums show that nal e-owned firns have nore
enpl oyees, nore owners, higher receipts, and hi ghe r payroll per enployee than do
fenal e-owned firns. Oh m ost dinmensions, therefore, mal e-owned firns are | arger
than femal e-owned firns.

W should note that while the CBO has sone uni que advantages, it al so has

22Al t hough the CBO surveys 25,000 non-minority male owners
and 25,000 fermal e owners, we end up with many fewer businesses in
our sanple. This is primarily because we exclude businesses with
no enpl oyees, but a secondary factor is that nmany busi nesses have
nore than one owner. The nunber of wonen-owned firns is
particul arly reduced because wonen owners are nore likely to be
in the gender mnority, nore likely to own a business wth no
enpl oyees, and less likely to be the owner spending the nost
hours per week at the business.
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sone attendant limtation s. First, the CBOs sanpl e universe does not span the
entire spectrumof small business, particularly since it onits small Chapter C
corporations. Second, while we know firmw de average payroll for each bus i ness,
we know not hing about the interfirmdistribution of that payroll between na l e and
fenal e enpl oyees. Third, the survey records no in formation on the hunan capital
or occupational character istics of a firm's enployees. This last limtation of
the CBOis potentially the nost troubl esone, since prior research has docunent ed
an inportant role for occupational segregation in creating the gender earnings
gap. dven the CBOs |lack of occupational inforna tion, one mght ask whether it
really carries inportant new information. W believe that it does, partly
because occupations and job titles are less likely to be sharply defined in smal |
firms and that, as a result, there is | ess occupational segregation in snal I than
in large fi rms. This view receives support fromthe work of Baron and Biel by
(1986) and fromour own analysis of data fromthe CQurrent Popul ati on Survey. =
But this poi nt aside, the fact is that we know so little about interfirm
segregati on in small firns and so little about the role of the enployer in
creating segregation that the unique characteristics of the CBO nake it an

interesti ng data source in spite of these linitations. However, the reader

Z\We anal yzed data fromthe May Current Popul ation Surveys
(CPS) of 1979, 1983, and 1987, because in those nonths the CPS
asked workers about the size of their firmas well as the usual
guestions on occupation. W were interested in testing the
hypot hesis that there is | ess occupational differentiation in
small firms. W tested this by dividing our data into two
sanpl es: those who worked for firms with nore than 100 enpl oyees
and t hose who worked for firns with | ess than 100 enpl oyees. For
entire sanple and separately for 2-digit industries, we conputed
the fraction of enploynent accounted for by the four |argest
detail ed CPS occupations and the fraction accounted for by the
two | argest maj or CPS occupations. W found that for the al
i ndustry sanple and for the vast majority of the 2-digit
i ndustries, small firmenploynent is nore concentrated in a few
occupations than is large firmenploynent. This finding |ends
support to the notion that
occupational segregation is less of an issue in small firnms than
in large firms.
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shoul d keep these drawbacks in mnd when eval uating the anal ysis that follows.

V. Gender Segregation and Enploynent in Small Firns

A Measuring Segregation

Table 3 presents som e prelininary evidence on the distribution of male and
fermal e workers across firns of various size. The data are drawn fromthe My,
1983 CQurrent Popul ati on Survey that asked workers questions about size of firm
and establishment. The table makes two points. F irst, firms with | ess than 100
enpl oyees account for a substantial fraction of all U S. enployment and, as a
result, previous studies of large firns have omtted a |large segment of the
economy . ?*  Second, woren are slightly nmore likely than men to work in small
firms. e reading of this fact is that large firns are nore likely to
di scri m nate agai nst women, perhaps because of their greater nonopoly power or
because of the greater se paration between the ownership and managenent of |arge
firms. Aternatively, sm all firnms may sinply have nore need for the skills and
occupat i ons of woren.

Tabl e 4 presents evidence on the distribution of male and fenal e enpl oynment

across firms with varying degrees of femal e enpl oynent. % An exanple of howto

%The figures in Table 3 refer to firmsize and not
establishment size. For those unfamliar with this distinction,
afirmis a legal corporate entity while an establishnent is a
physi cal place of business.

%Busi ness owners do not directly report the nunber of nale
and fermal e enpl oyees. Instead, they report the fraction of
femal e enpl oynent within six bands: 0% 1-9% 10-24% 25-49% 50-
74% 75-100% We conbine this answer with information on the
nunber of
total enployees to arrive at an estimate of each firnis fenale
and mal e enpl oynent. W use a two-step procedure. The first
step is to see if there is a unique division of the firms work
force into nale and femal e workers that yields the reported
fraction of fenmale enployees (e.g. 50-74%. |If there is such a
uni que division, then we use this division to inpute the firms
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interpret the table is that the second row of the colum (1) indicates that 2.0%
of all female enployees work in firns where wonen account for between 1 and 9
percent of enploynent. Continuing with the second row as an exanple, we se e that
firms where wonmen account for between 1 and 9 percent of the work force account
for 35.2% of all male enploynent and 21.2% of total enploynent. Mor e
substantively, colum (1) shows that the median wonman enployed in small firns
works in a firmwhere 75 to 100 percent of the enp | oyees are female. Simlarly,
colum (2) shows that the nedian nale enployed in a snall firmworks in a firm
where fewer than 10%of t he enpl oyees are female. Bielby and Baron (1984) have
shown that it is quite rare for nen and wonen to s hare the same job title within
a given orga nization. Qur results showthat, within small firms, it is quite
rare for men and women to work in truly integrated organi zations, regardl ess of
occupat i on.

Wiile it indicates a substantial degree of gender segregation in smal

mal e and fermal e enpl oynent. For exanple, if a firmhas five
enpl oyees and between 50 and 74% fenal e enpl oyees, then we assune
that the firmhas three fenale and two mal e enpl oyees. In many
cases, however, there is no unique division of enployees. For
exanple, if a firmhas nine enpl oyees and between 50 and 74%
femal e enpl oyees, then the firmcould have either 5 or 6 femal e
enpl oyees. Since we have no way of assessing which is the
correct nunber in such cases, our second step is to assune that
the actual fermale fraction was the m dpoint of the band. For
exanple, if a firmhas nine enpl oyees and between 50 and 74%
femal e enpl oyees, we inputed the firmas having 5.58 (.62 x 9)
femal e enpl oyees and 3.42 (.38 x 9) nal e enpl oyees. There are
two ways to interpret our non-integer inputations. The first
interpretation is that this is sinply the best we can do given
the limted information available. The second interpretation
is that worker turnover may generate fluctuations in the percent
femal e over tinme. |If owners answer the question as if it
referred to their average fenmal e enpl oynent over tine, then our
i mputations may accurately reflect the average nale and fenal e
enpl oynent within a firm

We shoul d note that we have conducted all of the foll ow ng
anal yses using only step two above (i.e. always inpute the
m dpoi nt of the band). The choice of nmethod causes only trivial
differences in any of the follow ng results.
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firms, Table 4 is difficult to conpare with prior results. In order to
facil itate such conparisons, we briefly review two commonly used indices of
segregation. The nmost widely used segregation ind ex is the Duncan | ndex (Duncan
and Duncan, 1955) that measures the fraction of wonen (or men) that woul d have
to change firms in order to conpletely integrate the work force. Analytically,

the index is conputed as
1
(1) SD-E; im-w]

where m; and w; are the fr action of the econony-wide nale and female work force,

respectively, that work in firmf. W also use a slightly different index
devi sed by G-oshen (1991). If we let
r =fraction of fenale enployees within firmf,

then the G oshen index is conputed as

(2) S, - ; r(wem,),

which nay be interpreted as the difference between nen and woren in the average
fraction of female cowork ers. The G oshen and Duncan indices are both neasures

of actual segregation relative to a theoretical nmaximum so they are both b ounded
between 0 and 1, with O r epresenting no segregation and 1 representing conplete
segregation. As aresult , the two indices are closely related, but the G oshen
index will generally be smaller than the Duncan i ndex. %

Table 5 presents our estimates of the G oshen and Duncan indices for our
entire CBO sanpl e and, separately, for selected two-digit industries. Colu m (1)
reports the nunber of firns represented in our sanple. Colum (2) reports the
small firmDuncan index f or the entire sanple, and broken out by the sex of the
busi ness owner. The TOTAL row of that colum shows that 66% of men (or wonen)

woul d have to move in ord er to elimnate interfirmsegregation. |n conparison,

26See (roshen (1991) for a conparison of the two indices.
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Blau (1989) estimates tha t the Duncan index for detailed occupations was .59 in
1983. Therefore, while occupational segregation has received muich nore att ention
in the literature, interfirm segregation anong small firms is simlarly
preval ent. 2 The TOTAL row al so i ndi cates, perhaps surprisingly, that there is
relatively little difference in segregation betwee n nal e and femnal e-owned firns.
In examinin g snall firms, it is inportant to note that nodel s of random
hiring (as well as nodels of discrinminatory hiring) inply a non-zero Duncan
index. As an exanple, in the extreme case where a Il firms have one enpl oyee the
Duncan index will be unity no nmatter how workers are distributed across firns.
It is thus inportant to gain sonme idea of how far the observed distribution of
nal e and fenal e enpl oyees strays fromthe distribution inplied by a random hiring
nodel . 2 W do this by enploying the chi-square test proposed by Blau (1977). »

In Table 5, an asterisk t o the right of each industry's SIC code indicates that

’ne needs to be careful in conparisons of segregation
i ndi ces across different classification systens. Blau's
occupation i ndex was based on classification systemof 311
occupations. In contrast, our study is based on over 5000 firnms.
It is possible that our high nmeasure of interfirmsegregation is
merely a product of our finer classification system

2By "random hiring," we sinply nean that firnms take
i ndependent draws fromthe pool of avail able workers, where the
probability of picking a femal e worker on any given draw is equal
to the proportion of female workers in the avail able pool. The
avai |l abl e pool may be defined as all the workers in the econony,
or as all the workers in a particular industry.

The test proceeds as follows. First, conpute the actual
distribution of firns across size of firm (one enpl oyee, two
enpl oyees, etc.). A nodel of randomhiring inplies an
approxi mate bi nom al distribution of the nunber of fenmale
enpl oyees within firnms of any given size. This in turn inplies a
distribution of firns across our ranges for fraction of fenale
enpl oyees (0% 1-9% etc.). The second step is to sum across
firmsizes to generate the distribution of firnms across fraction
female that is predicted by random hiring. The final step is to
conpare (wWwth a chi-square test) the predicted with the actua
distribution of firnms. See Blau (1977) for a nore conplete
di scussi on.
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a random hiring nodel was rejected at the 99% level. The ALL | NDUSTR ES row
clearly rejects the hypothesis of random hiring.

Mich of the interfirmsegregati on measured in the TOTAL row may cone from
the fact that men and wonen work in different indu stries. Therefore, the bottom
rows of Table 5 report segregation indices for sel ected 2-digit industries. The
fact that the industry-specific segregation indice s are generally | ower than the
aggregate indices shows that aggregate segregation is partially due to the
interindustry distributio n of nen and wormen. Yet the cross-industry nmean index
is .55 so there is still substantial segregation within these 2-digit
industries. *® Anong food s tores, for exanple, 51%of men or wonen woul d have to
change firns in order to integrate the work force. Yet, we should al so not e that
a random hiring nmodel can not be rejected in many of the industries, including
sone where we have a large nunber of firnms and hence a reasonabl e chance of
detecting non-randomhiring (e.g. special trade contractors).

Has t he fact that small firms slip under the federal anti-discrimnation
effort caused themto be nmore segregated than large firns? Aternatively, has
the fact t hat large-firm managers don't bear the full pecuniary cost of
discrimnation caused large firms to be nore segregated than small firnms? W
address these questions with a conparison of our snall-firmfindings with the
results of Goshen (1991) who conputed her index for large firns in a few
sel ected industries. % The left half of colum (3) contains our estimates of the

G oshen index for small firns while the right half of colum (3) reports

%This estimate is based on an unwei ghted average of sixty-
seven separate industries.

31The average size of firnms in Goshen's sanples varied from
industry to industry. The nodal firmin her sanple was 100-249
(m scel | aneous pl astics products and conputer and data
processi ng), 2500+ (nonelectrical machinery and banking), or
5000+ (life insurance). Cearly, these all substantially exceed
the average firmsize for our CBO sanple (since we truncated the
few firms with nore than 100 enpl oyees).
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G oshen's (1991) anal ogous estimates for large firns. In several instances
QG oshen studied 3-digit i ndustries that were not heavily represented in our CBO
sanpl e and, as a result, some of our conparisons are between G oshen's 3-digit
i ndustry and the corresponding 2-digit parent industry in the CBO

Qur first conparison is between G oshen's .29 estinmate for large firms in
the M scellaneous Plastics Products (SIC 307) and our .27 estinate for small
firms in the parent Rubber and Plastics industry (SIC 30). The second conp ari son
is in the Nonelectrical Mchinery (SIC 35) industry where the index is .43 for
large firms and .33 for snall firns. For these two conparisons, there is
obviously little evidence that small firms are any nore segregated than |arge
firms in the same industry. However, snall firns are substantially nore
segregated for our last three conparisons: Banking (SIC 60), |nsurance Agents
(SIC 63) vs. Life Insurance (SIC 631), and Business Services (SIC 73) vs.
Conput er and Data Processing (SIC 737). Thus, there is no systematic evidence
of increased segregation anong small firnms, but there are differences between
large and snall firns in sone industries. Regrettably, it is difficult to assess
the significance of these differences because random hiring inplies nore
segregation among snall firnms than anmong large firms. W are unaware of any
segregation index that allows for unifornmy neaningful conparisons across two
popul ations with different sized firns and, in any case, we could not conpute
themfor Goshen's sanple. As aresult, the interpretation of the differences

between our results and G oshen's nmust remain quite tentative.

B. The Determinants of Fenal e Enployment in Snall Firns

Havi ng docurent ed the exi stence of interfirm gender segregation, we now ask
why there is so much interfirmvariation in the fraction of fenale enpl oyrment,
with particular attention devoted to the role of the business owner. Table 6
presents CBO estinates of the fraction of wonen em  ployed by firns with owners of
varyi ng denographic characteristics. The first two colums report figures for

fermal e-owned firns while the last two report figures for nale-owned firnms. An
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exanple of howto read this table is that the second colum of the first row
i ndi cates that 52. 0% of the enpl oyees of fenal e-owned firns are wonen. The TOTAL
row indicates, not surpri singly, that fermal e owners enpl oy woren nore regul arly
than do nale owners. This may occur because fermal e owners tend to own busi nesses
in industries with nore worren workers, because female owners have a relative
preference for women enpl oyees, or, nost likely, sonme conbination of both.

The next fewrows in vestigate the role of the business owner's educational
att ainnment and age. FEducation appears to play little role anong fenal e- owned

firms, but male college g raduates are much nore likely to enpl oy wonen than are

men with | ess educati on. Conversely, there is some evidence that younger women
owners are nore likely to enpl oy wonen than are ol der wonen owners, but there is
no indication of an age effect anmong nale owners. The final rows investiga te the

role of firmsize in gender segregation. There is no evidence of firmsize
effects anong fenal e-owned businesses, but l|arger male-owned firms enploy
proportionately more wone n than do their smaller counterparts. |In sum Table 6
suggests that the denographic characteristics of the owner and the size of the
firm may pl ay inportant roles in the sex conposition of a firms work force.
However, these sinple tabul ati ons may be m sl eadi ng because many other factors
surely influence a firms choice of work force. O particular concern is the
fact that men and wommen t end to work in different industries and occupations so
that Table 6 could only reflect the fact that the busi nesses owned by wonen, the
young, and the highly educated are located in sectors of the econony that
general |y enpl oy worren. To address these concerns, we turn to regression m et hods
inan effort to more syst ematically anal yze the deterninants of a firm s gender
conposi tion.

As noted in an earlier footnote, business owners report the fraction of
wonen enpl oyees within six brackets (0% 1-9% 10-24% 25-49% 50-74% and 75-
100%) . In this context, the ordered probit is a natural nodel to apply. The
ordered probit nodel is simlar to the binary probit nodel in that it start s wth

a latent regression
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(3) y = $X+u,

where u - N(0,1). Wiley " is not observed, we do observe y where

y=0ify " #u,
=1if pu,#Yy #W
=2i0if p,#Y # |,
=3if u,,#Y # Y,
=4 if pu, #Y # U
=5if pug#Yy,

where y=0 corresponds to 0% fenal e enpl oyees, y=1 corresponds to 1-9% fenal e

enpl oyees, etc. The W's are called cut points and indicate the thresholds for

novi ng fromone category to the next, and each obser vations inputed value of X $
is called the score for that observation. The nodel estinates the $'s and u's
and uses these to predict the probability that a firmwith characteristics Xwll
fall into any of the six ordered categories.

Table 7 reports estimates of various specifications of the ordered probit
nodel . W report estimates for the entire sanple (colums 1-2) and separately
for nale and fenal e-owned businesses (colums 3-4 and 5-6, respectively). As

with other non-linear nodels, it is difficult to interpret ordered probit

paraneter val ues since the narginal effect of any particul ar i ndependent va riable
on the object of interest (here the probability of falling in a particular cell)
will depend on the value of all other independent variables. Therefore, we

report for each nodel the mean score along with estinmates of the cut points.
This information lets one assess the effect of a change in an independent
variabl e eval uated at the nean of the probability distribution. For exanpl e, the
nmean score in colum (3) is 1.125 which, given the estimated cut points,
corresponds to the predic tion that the nean worman business owner is nmost |ikely

to have bet ween 50 and 74 percent fenal e enployees. Using colum (3) again,

adding three years of schooling to a fenal e owner with the mean score results in
a score of 1.200. This increases the probability of enpl oyi ng nostly woren, but
| eaves her nmost likely to fall in the 50-74% category.
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The first two colums of Table 7 report all-firmestinates of nodels with
and without 1-digit industry dummies. In addition to the variables listed, each
regression also includes controls for the owner's age and nmarital status, the
firms age, and region. % The first row shows that nale business owners
typically enploy far fewe r wormen than do simlar femal e business owners. Wile
this is perhaps unsurprising, we are unaware of any simlar results in the
liter ature. If we accept the premse that nale enployers have a relative
preference for mal e enpl oyees, then this result suggests that enpl oyer tast es for
discri mnation play an inmportant role in creating interfirm segregation.
Aternatively, it could be that nmal e enpl oyers ope rate firns that have nore need
for traditionally nmale skills and occupations. The second row shows that nore
educated business owners enpl oy nore wonen, but that the effect is attenuated
with the addition of the 1-digit industry dummies, which suggests that the
estimated effect of education nmay be picking up omtted industry effects. The
next row shows that education effects are much str onger for nale than for fenale
busi ness owners. This may occur because | ess educated nen are nore likely to
discriminate or, alternatively, because education is still picking up omtted
i ndustry effects.

The next few rows of colums (1) and (2) show that larger firns enpl oy nore
wonen and that the rel ationship between size and feral e enploynent is slightly
stronger among nal e- owned busi nesses. (e interpr etation of these facts is that
federal anti-discrimnation policy has shifted wom en's enpl oynent towards |arger
firms. This interpretati on has some appeal since the firmsize effects seemto

be strongest for the male enployers who mght be expected, a priori, to

32The coefficients on owner's age, owner's narital status,
and regi on were unremarkable, but the firmage paraneters
indicate that older firns enploy fewer wonen than younger firns,
hol di ng ot her things constant. This result is consistent with
Arrow s (1972) views on the |ikely persistence of discrimnatory
patterns within a particular firm Results of the full
regression are avail able fromthe authors upon request.

28



discrimnate the nost. Alternatively, larger firms may have nore need for
femal e-dom nated occupations, or they nay nore easily offer benefits that are
particular inportant to wone n.% Unfortunately, our analysis of this issue nust
remain tentative.

The coefficient on " percent worren enployees in firms 2-digit industry" is
nore of an identity than a behavioral relationship. Al it says is that firns
in predomnantly femal e industries tend to enploy a lot of women. Note, ho wever,
that the inclusion of thi s variable is a partial substitute for a nore conpl ete
set of industry dummies (which we did not use for conputational reasons).
Finall y, the next row reports the relationship between a firms average per-
enpl oyee payroll and the fraction of worren it enploys. Wile it is apparen t that
lowpaying firns tend to enploy wonen, we defer a full discussion of this issue
until the next section. The rest of the table reports anal ogous nodel s broken
out by the sex of the owner, with results highly simlar to those of the first

two col ums.

C. D scussion

This section has shown that men and wonmen are significantly segregated
across small firnms, and that the sex of the owner plays a strong role in
deternining the sex conposition of a firms work force. These results are
certainly consistent with the hypothesis that enpl oyer discrimnation, primarily
by male enployers, forces nen and worren into different firms. This reading
suggests that discrimnation has an interfirmconponent to it, in addition to the
i nteroccupational conpone nt docunented by so many previous authors. Yet, there
are alternative readings of these data. For exanple, it could be that

di scrimnation operates primarily al ong occupation al dinensions, that firnms vary

#BLarge firns generally provide better benefits than small
firms (Brown, Ham lton, and Medoff, 1990). |In addition, |arge
firmse are in a better position to acconmopdate tenporary work
force exits that are often taken by wonmen wth small children.
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in their occupational requirenents, and hence that interfirm segregation is
nerely a proxy for interoccupational segregation. An alternative
nondiscrimnatory interpretation is that men and wonen sinply bring different
skills to the market and that sone firns need "nal e" skills and other firms need
"female" skills. In this view, interfirm segregation is not the product of
discrimnatory attitudes, but of sinple sorting of workers to the firns where
their skills are most in demand. 3

Since we don't neasu re enployee skills or occupation in our data, there is
little we can do to directly distinguish between these various hypotheses.
Nevert hel ess, our viewis that because there are f ewer occupational distinctions
insnmall firms, interfirmsegregation in our sanple is unlikely to be purely a
proxy for occupational segregation. This view is consistent with previous
studi es of large firms which find substantial intraoccupational interfirm

segregation (e.g. Blau, 1977; Biel by and Baron, 1984; QG oshen, 1991).

V. Interfirm Segregation and the Gender Earnings Gap

The previous section documented substantial interfirmgender segregation.
In this section we nove on to assess the role of segregation in accounting for
wonen's relatively |ow annual earnings. Most studies focus on nale/fenal e
differences in hourly wages rather than annual earnings, which is appropriate

given the longer annual hour s worked by men. % Unfortunately, we can not follow

¥Note that this explanation nust include a rationale for
why busi ness owners owned by | ess educated nmal e owners need nal e
skills nore than busi nesses owned by nore educated nmal es or
femal es.

%Conparing nmal e and fenmal e wages and earni ngs usi ng CPS
data shows that nmale earnings are 88% hi gher than fenal e earni ngs
whil e mal e wages are 59% hi gher than femal e wages. Thus,

di fferences in hours worked account for roughly one-third of the
overall earnings difference between nen and wonen.
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this tradition because the CBO only records infornmation about average annual
earnings within a firm % \W therefore study the nale/female gap in annual
earni ngs, while acknow edging that these findings will not necessarily apply
directly to hourly wages. The fact that we have only firmw de average annual

earni ngs al so means that we can say nothing directly about the contribution of
intrafirmearnings inequality to the overall gender earnings gap. However, we
conbine information from the CBO and the CPS to get a rough measure of the
relative contributions of intrafirmand interfirminequality to the gender gap

i n annual earni ngs.

In order to assess the relative contribution of interfirmsegregation to the

nmal e/ f emal e annual earni ngs gap, deconpose person i's earnings at firmj into

(4) VYA,

where Y, ;=person i's earnings at firmj, Y ,=average earnings at firmj , and );;=the
deviation of person i's earnings fromfirmj average earnings. Man earnin gs for

wonen and nen can then be witten as

N,

= 1
() T g Y (7,
N

= 1
() Tp- o Y (Vphy)

o 41

where N; and N, are the nunber of wormen and men, respectively, in the sanple.
By sinple extension, we can then deconpose the difference between men's and

wonen' s mean earnings into the follow ng conponents:

%To be precise, the survey records each firnm s annual
payrol |l and the nunber of enployees for a given week. Each of
these figures are gathered fromIRS payroll records and not from
retrospective questions. To estinmate the nean annual earnings
for enpl oyees of the firm we divide the annual payroll by the
nunber of enpl oyees.
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N, N. N, N.

(7 7.7, - {Flmg; Yj.Nifg; Y) - {Wlmg Aij—ﬁlfg A
In this deconposition, the first bracketed termon the right-hand side repr esents
the conponent attributable to the fact that men work in relatively high-paying
firms. W can estinate this interfirmconponent fromthe CBO by sinply ass i gni ng
the firmaverage earnings to each of the firnmis enpl oyees, male or fenale. The
second termrepresents the conponent due to the fact that, wthin any given firm
nmen tend t o be paid nore than wonmen. Since we don't know how earnings are
distributed within our CBO firms, we can not estimate this conponent directly
fromeither the CBO or the CPS. Neverthel ess, we can conpute the total earnings
gap (Y, - Y;) fromthe CPS and, by subtraction, we can estinmate the intrafirm
component .

Table 8 presents estimates of this deconposit ion for the entire sanple, and
separately for selected 2 -digit industries. Colum (1) reports our estimate of
the contribution of interfirmsegregation to the nmal e/ fenal e earnings gap, as
conputed fromthe CBQ CGolumn (2) reports the tot al mal e/ fenal e annual ear ni ngs
gap as conputed fromthe May, 1983 CPS that recorded information on 1982 | abor
mar ket experience. ¥ |In these tabulations, we restr icted our CPS sanple to those

workers that reported working for a firmwth less than 100 enpl oyees. W

%Readers fanmiliar with the CPS will recogni ze that the
retrospective informati on on 1982 | abor market experience was
actually collected in March, not May. However, the CPS matches
the March answers to the May answers prior to distribution.
There is a small conplication in that the questions about firm
size refer to jobs held in May, 1983 while the information on
earnings refers to jobs held in 1982. For a small fraction of
t he popul ation, these may not be the sane jobs.

To be included in our CPS sanple, a worker had to 1) be
bet ween the ages of 18 and 65, 2) be a private sector worker, 3)
not be self-enployed), 4) have worked nore than five weeks in
1982, 5) have worked nore than five hours per week in 1982, 6) be
currently in the |labor force, and 7) have earned nore than 500
dollars in 1982.
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conmputed colum (2) for t he entire sanple of workers that worked for such small
firms and, separately, for a sanple that excluded managers and ot her profes si onal
occupations. ¥ The rationa le for this latter exclusion is that our focus on the
enpl oyees (as opposed to the owners) of snall businesses elimnates nost ma nager s
and professionals from our CBO sanple. Therefore, the non-manager/non-
prof essi onal CPS sanple is perhaps closer to the o ccupational mx that we survey
inthe BQ Golum (3) reports the fraction of th e total nale/female small-firm
earnings that is potentially attributable to interfirm segregation. Thi s
fraction is sinply conputed as the ratio of (1) to the appropriate colum o f (2).
Again, we do this for both the all-occupation and the non-nanager/non-

pr of essi onal CPS sanpl es.

% enphasi ze the wor d "potentially" in describing colum (3) because firns
can vary in the occupations, human capital, and annual work hours of their
enpl oyees and, as a result, interfirmdifferences in earnings may merely reflect
interfirm segregation on these other dinensions. Wile it is inpossible to
address this issue directly with the data at hand, column (4) of Table 8 pr esents
a tentative assessment of the ability of these other dimensions to conpletely
explain the role of interfirmsegregation. In particular, we estimted ind ustry-
speci fic .S regressions in which the dependent variable was | og annual ear ni ngs.
The i ndependent variables included quadratic terns in education, age, and | og
annual hours, dummy variables for the CPS naj or occupations, and a femal e dumy.
Col um (4) reports for each industry the val ue of

(raw l og earnings gap - estinated femal e dummy) =+ (raw | og earnings gap),

%W shoul d note that average enpl oyee earnings in the CBO
are about 25% | ess than average earnings in the CPS. This occurs
because CPS earnings include incone from noonlighting jobs, black
mar ket income, and certain other sources whereas the CBO only
records IRS-reported incone froma single enployer. As a result,
t hese deconpositions may nisstate the relative contribution of
interfirmsegregation to the gender earnings gap. Unfortunately,
we can only guess at the likely direction of any biases inparted.
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whi ch gives an indication of the fraction of the within-industry earnings gap
that is explained by age, education, hours, and major occupation. %0

The TOTAL row of Table 8 is our estimate of the deconposition for the entire
small-firm econony. Among all occupations, nean wonen's |log earnings are .64
less than nean men's log earnings. O this overall difference, .35, or 55% is
potentially attributable to the different distribution of men and wonen across
small firns. The TOTAL d econposition is largely unaffected by the exclusion of
managers and professionals. Colum (4) indicates that gender differences in
education, age, annual wo rk hours, and najor occupation can explain roughly 49%
of the gender earnings gap. The simlar fractions accounted for by interfirm
segregation and the other factors neans that, for interfirm segregation to be
solely a proxy for these other factors, there would have to be al nmost zero
intrafirm gender differences in annual hours, najor occupation, etc. Since we
suspect that there are intrafirmgender difference s in these factors, we ascribe
some role to interfirmsegregation in generating the gender earnings gap.

Because the apparent role of interfirmsegregation may be an artifact of the
different industrial distributions of nen and wone n, the rest of Table 8 reports
the results of within-industry deconpositions. The results are varied. Wile
interfirm segregation explains alnost none of the gender earnings gap in
industries such as apparel manufacturing or health services, interfirm
segregation plays quite a large role in many other industries. For exanple,
interfirm segregation can explain 81% of the earnings gap wthin the
nonel ectrical nachinery industry and 61%of the ga p within apparel and accessory
stores. |If we exclude managers and professionals, then interfirmsegregati on can

explain 132%(!) of the e arnings gap anong small firms in the personal services

¥t woul d have been preferable to include nore detail ed
occupational neasures, but the within-industry sanples were too
smal |l to support such a specification.
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industry. © In summary, it appears that interfirm segregation is often an
i nportant source of wonen's | ower earnings.

Bef o re noving on, we shoul d enphasi ze once again the tentative nature of
these results. The results suggest that within many industries, interfirm
segregation explains a larger fraction of the gend er earnings gap than do gender
differences in age, educa tion, annual hours, and major occupation. It is well-
known, however, that there is substantial gender segregation within narrowy
defined occupations or job titles (Bielby and Baron, 1984), so it is possible
that wage differences ascribed here to interfirmsegregation may only reflect
interfirmdifferences in the use of detail ed occup ations. Wile there is little
we can do wi th the present data to address this issue, previous authors (e.g.
MeNUl ty, 1967; Buckley, 1971; Blau, 1977; Goshen, 1991) have studied

intraoccupational interfirm segregation, and they have typically found an

inmpor tant role for interfirm segregation, even within quite narrowy defined
occupati ons. Therefore, our tentative conclusion is that interfirm
i ntraoccupational segregation is an inportant source of the snall firm gender
ear ni ngs gap.

Table 8 shows that f irns that enpl oy women pay |ess than firnms that enpl oy
men. Wiy is this so? Ta ble 9 explores this issue by estimating firmlevel QS
regressi ons where the dependent variable is payroll per enployee. W conpu te the
regressi ons for our full sanple and separately by the sex of the owner. CQur
primary interest isinth e coefficients on the fraction of the firms enpl oyees
that are wonen, which are listed in the top rows of the table. The left out
group is those firms with between 75 and 100 percent fenal e enpl oyees, so that
the coefficients estimate the effect of being in a particular group relative to
a simlar firmwth alnmst entirely femal e enployees. In addition, each

regression also includes reported controls for firmsize (a spline), education

““The inplication here is that wonen tend to work in | ow
paying firms, but that they tend to get paid nore than nmen within
any given firm
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of owner, se x of owner, and fraction of wonen enployees in the firms 2-digit

i ndustry, as well as unreported controls for the age and marital status of the
owner, firmage, and region. “ Wthin each of the three sanples, we conpute
regressions wthout controls (Colums 1, 3, and 5) and with controls (Colums 2,
4, and 6) for log receipts per enpl oyee.

The coefficients on "Percent wonen enpl oyees within the firm in Colum (1)
show that firns with nostly mal e enpl oyees pay substantially nore than simlar
firms with very few mal e enpl oyees. For exanpl e, Col um (1) suggests that firns
with between 10 and 24 pe rcent worren enpl oyees paid their enployees roughly 40%
nore than simlar firns that had almost entirely fenale work forces. It is abit
puzzling that the relatio nship between "percent femal e" and average earnings is
non-nonotoni c. ne hypot hesis is that firnms with no wonen tend to enpl oy bl ue-
collar men whereas the firme with a few wonen tend to be a nmix of nany
prof essi onal men and a few adninistrative wonen. Watever the explanation, it
remains true that the gen eral relationship between "percent feral e" and average

earni ngs is decreasing.

Wil e our prinmary interest is in the "Percent wonen enpl oyees" coeffic ients,
the ot her independent variabl es have sensi bl e neasured effects. For exanpl e, the
coefficients on the | og enpl oyment spline indicate that enpl oyees of |arger firms
recei ve higher annual pay, a result consistent wt h earlier work on hourly wages

(e.g. Brown, Hamilton, and Medoff, 1990). W also find a fairly strong |link
between the education of the owner and enpl oyee pay, which may occur because
highly educated owners enploy nore high-skill, high salary workers. 2 W find
that nale owners pay subs tantially nore than fenal e owners, hol ding these other

things constant. And fin ally, we find a strong rel ati onshi p between annual pay

“These unreported coefficients were, in our view either
smal | or unremarkable. Results of the full regressions are
avai l abl e fromthe authors upon request.

“?For exanple, lawers are likely to enploy other |awers
whil e carpenters are likely to enploy other carpenters.
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and the proportion of wonen enpl oyees in the two-digit industry, even contr olling
for the fraction of wonen in the firm This nmay reflect the fact that indu stries
that enpl oy nostly women tend to use nmore part-tinme workers and workers in | ow
payi ng occupations. Alternatively, industry segregation, something we do not
study here, nay itself be an inportant deterninant of women's reduced earnings.
Golum (1) is quite consistent with Becker's theory in that enployers with
a taste for discrinination enploy nen, but they pa y a higher price for indul gi ng
that taste. However, Becker's theory carries the additional inplication that

di scri m nating enpl oyers do not generally sell the product of their enpl oyees'

[ abor for a higher price. In contrast, theories of segregation based on gender
differences in human capital argue that wonen are paid | ess because they ar e less
productive (e.g. Mncer and Polachek, 1974). Extending this logic, the

di scrim nation hypothesis posits that the earnings of "fenmale" firms should be
| oner even when we control for the receipts of the firm while the hunman capital
hypothesis posits that earnings of "fenale" firns should be no different from
those of "male" firms once we have controlled for receipts. 4 Colum (2) of
Tabl e 9 eval uates these h ypotheses by extending the specification of Colum (1)
to include log recei pts per enployee. Inspection of Columm (2) shows that the
coefficients on "percent women enpl oyees,” while still significant, are greatly
attenuated by the additio n of log receipts to the equation. This suggests that
a prinmary reason for the reduced earnings of wonen is that their labor output is
less valuable. Wile this finding is consistent with theories of segregation
based on hunman capital differences or on discrinmnation by custoners, it is
sonmewhat difficult to square with the hypothesis t hat gender segregation and the
gender earnings gap are due to enpl oyer discrimnation.

Golumns (3) through (6) of Table 9 present another inperfect way of trying

to get a handle on the role of discrimnation in the gender earnings gap in t hese

W are grateful to an anonynous referee for suggesting
this specification.
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small firns. |In these colums, we repeat the regr essions of colums (1) and (2)
separately for our sanples of nale- and fenal e-owned businesses. |nspection
shows that there is little difference between the two sanples in the relati onshi p
bet ween "percent femal e" and average enpl oyee earnings. Therefore, it doesn't
appear that fenal e-owned busi nesses are any | ess | ikely to pay mal e workers nore
than femal e workers.

In sum this section has shown that interfirmsegregati on accounts for a
substantial portion of the male/femal e earnings gap. Firns that enploy pri marily
nmen typically pay substantially higher salaries than do firns that enploy
primarily woren. To an unknown extent, the estimated effect of interfirm
segregation is merely a proxy for nmale/female differences in annual hours and
occupation that al so have an interfirm conponent. However, previous research on
hourly wages suggests tha t interfirmsegregation is unlikely to be only a proxy
for these other factors. A though we can say litt | e about the fundamental cause
of wonen's reduced earnings, interfirm segregation is probably an inportant

factor in wonen's reduced earnings anong small firm enpl oyees.

V.  CONCLUSI ON

This paper has studied interfirmsegregation in the snall firms that were
m ssed by previous studies of interfirmsegregation. Consistent with earlier
studies of large firms, we found substantial segregation of women into |ower
paying firns. This fact can be interpreted with nodels of discrimnation (e.qg.
Becker, 1971) or with nodels of differential hunman capital accumulation (e.g.
M ncer and Pol achek, 1974). More detailed anal ysis provi ded m xed support for
both nmodels. On one hand, the mal e enployers who are perhaps nost likely to
discrimnate do enpl oy fewer wonen and do pay higher wages, facts both cons i stent
with nodel s of enployer d iscrinination. On the other hand, the higher salaries
of mal e-enployee firns are largely explained by their higher revenues, a fact

consistent wth the human capital explanation or with theories of custoner
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discrimnation. In the final analysis, both phenomena are probably inporta nt and
we are only marginally nore able to sort out their relative inportance than were
previ ous aut hors.

W conclude by noting that these findings have inmportant inplications for
the likely effect of proposed conparable worth programs. As Johnson and Sol on
(1986) have enphasized, the nost w dely nooted conparable worth policies are
designed to reduce the interoccupati onal wage gap within firns. Yet our re sults,
in conjunction with earlier studies of large firns, suggest that a substanti al
conponent of the gender wage gap is due to interfirm segregation. In this
regard, it is irrelevant whether interfirmsegregation proxies for segregation
by job title or occupation. The fact is that reducing within-firmdifferences

inpay will still leave a large fraction of the gender earnings gap untouched.
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TABLE1

Characteristics of Selected Surveys Used in Research on Interfirm Gender Segregation

Survey Instrument
(years administered)

1. AreaWage
Surveys
(Annually)

2. Industry Wage
Surveys
(Annually)

3. EEO-1 Reports
(Annually
since 1966)

4. Characteristics
of Business
Owners
(1982)

Studies using
this survey Sampling Universe of the Survey
Blau (1977) Surveys are generally limited to firms with

McNulty (1967)
Buckley (1971)

Groshen (1991)

Smith and
Welch (1984)
Becker (1980)

Bates (1988)

more than 50 employees, but in some
industries firms are only surveyed if they
have more than 100 employees. However,
the survey design varies slightly from year
to year and from SMSA to SMSA.

Surveys are generally limited to firms with
more than 50 employees, but in some
instances firms are surveyed if they have
fewer than 50 employees. Aswith the
AWS, the survey design varies slightly
from year to year and from industry to
industry.

All private sector firms with more than 100
employees and all federal contractors with
more than 50 employees (and $50,000 in
federal contracts).

Survey isrestricted to firms whose
ownership is classified as individual
proprietorship, partnership, or subchapter S
corporation.

Survey information
on individuals

earnings

Weekly and hourly
earnings are reported
by the firm for each
employee.

Weekly and hourly
earnings are reported
by the firm for each
employee.

None

Firm's annual payroll,
average number of
employeesin agiven
week.

Survey information
on individuals

human capital

Detailed occupational
classification that
varies from industry to
industry, sex

Detailed occupational
classification that
varies from industry to
industry, sex

Broad occupational
classification, sex, race

Sex, race

General
findings

Substantial
interfirm
segregation that
accounts for large
fraction of gender

Wwage gap.

Substantial
interfirm
segregation that
often accounts for
large fraction of

gender wage gap.

No work to date
on interfirm
gender
segregation.

No work to date
on interfirm
gender

segregation.

TABLE 2

Characteristics of Small Firms and Their Owners

By Sex of Owner
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Sex of Owner

Variable All Firms Male Female
1. Age of owner
Under 25 .018 .016 .022
25-34 156 154 161
35-44 .269 .263 .284
45-54 .267 276 .245
55-64 .209 210 .206
65 or over .082 .082 .083
2. Education of owner” 135 13.7 13.0
(3.09) (3.12) (2.95)
3. Percent female employees’
0% 221 .261 125
1-9% 201 210 .180
10-24% .049 .055 .034
25-49% .091 102 .064
50-74% 122 123 120
75-100% 316 .250 488
4. Number of employees’ 5.53 5.60 4.88
(9.33) (9.83) (7.97)
5. Firm receipts’ 349043 367766 237092
(1177800) (1248993) (799649)
6. Log(firm receipts)’ 11.82 11.96 11.49
(1.26) (1.24) (1.26)
7. Annual payroll/employees’ 9637 10423 7751
(13072) (14969) (6178)
8. Log(annual payroll/employees)” 8.88 8.97 8.67
(.81) (.80) (:82)
9. Number of owners of firm’ 1.65 1.69 1.53
10. Number of firmsin sample 4835 3414 1421

Notes: All datadrawn from the 1982 Characteristics of Business Owners survey. The numbers for "owner's age" and "percent
female employees' refer to the fraction of firmsthat fall into any particular category. All of the other figures are variable means
except for those in parentheses, which are standard deviations. A " indicates that a t-test (or a chi-sgquare test for the categorical
variables) rejected the hypothesis of equality of the means for male- and female-owned firms, at the 99% level. The hypothesis
that male and female owners share the same age distribution could not be rejected at the 90% level.
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TABLE 3

Male and Female Employment
By Firm Size

Percentage of Employees in Firms of This Size

Size of Firm

(# of employees) All Male Female
1-24 28.7 277 30.0
25-99 14.1 14.1 14.0
100-499 13.9 131 14.9
500-999 5.6 51 6.2
1000+ 37.7 39.9 34.9

Notes: Datadrawn from the May, 1983 Current Population Survey. An example of how to read thistable is that 28.7% of all
workers say that they work in firms with between 1 and 24 employees. The hypothesis that men and women are evenly
distributed across firm sizes was rejected by a chi-square test at the 99% level.
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TABLE 4

Male and Female Employment in Small Firms
By Proportion Female Employees

Percentage of employees that work
in firms of this type

oy 2 3)

Percent women employees

in the firm Female Employees Male Employees All Employees
0% 0.0 20.7 119
1-9% 2.0 35.2 21.2
10-24% 3.6 12.8 8.9
25-49% 12.8 16.2 14.8
50-74% 225 10.5 15.5
75-100% 59.1 4.6 27.6

Notes: All datadrawn from the 1982 Characteristics of Business Owners survey. An example of how to interpret these figures
isthat 2.0% of the female employeesin our sample work in firms where women comprise between 1 and 9 percent of the firm's
workforce.
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TABLES

Segregation Indices for Small and Large Firms
By Selected Industries and Sex of Owner

1) 2 (3)

Small Firm Duncan Index Groshen Index
# of firms All Male- Female- Small Large
in CBO Firms owned owned Firms  Firms

ALL INDUSTRIES 4835 .66 .65 .69 51 -
Selected Industries (SIC Code)
Gen. Building Contractors (15) 108 .64 .62 72 .34 -
Special Trade Contractors (17) 230 .68 .68 .62 .39 -
Food Products Manufact. (20)" 61 67 .66 .66 .39 -
Apparel Manufacturing (23) 26 .34 .36 - 14 -
Printing and Publishing (27) 59 40 .34 .73 .29 -
Rubber and Plastics (30) 19 .55 .60 42 27 -
Misc. Plastic Products (307) - - - - - .29
Nonelectrical Machinery (35) 69 .63 .61 72 .33 43
Trucking and Warehousing (42) 69 .63 .62 .67 .36 -
General Merchandise Stores (53)" 62 .62 61 75 .38 -
Food Stores (54)" 177 51 50 53 .34 -
Apparel/Accessory Stores (56) 134 .64 .62 .63 44 -
Banking (60) 14 .68 61 1.00 A7 .05
Insurance Agents (63) 8 .23 .04 .76 14 -
Life Insurance (631) - - - - - .05
Real Estate (65) 114 49 48 39 32 -
Personal Services (72)" 290 .66 .68 .65 50 -
Business Services (73)" 157 .62 55 71 A7 -
Computer/Data Processing (737) - - - - - .26
Auto Repair and Services (75) 149 .62 .68 .38 32 -
Health Services (80)" 317 55 .58 .36 .35 -
Cross-Industry Mean - .55 .54 51 .34 -
Cross-Industry Std. Dev. - .16 17 .26 A5 -

Notes: The numbers reported in columns 1 and 2 and left half of column (3) are based on data drawn from the 1982
Characteristics of Business Owners survey. Theright half of column 3 is drawn from Groshen (1991). Cross-industry means
and standard deviations are based on unweighted averages of 67 2-digit SIC codes. A " indicates that a chi-square test rejects
the hypothesis of random hiring at the 95% level.
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TABLE 6

Small Firm Employment of Women
By Characteristics of Owner and Firm

Female-Owned Firms Male-Owned Firms
Percentage of Percentage of
Number of employees Number of employees
firms that are female firms that are female

TOTAL 1421 52.0 3414 38.7
Education of Owner (years)

0-8 70 51.4 200 31.8

9-11 139 44.8 256 255

12 584 52.2 1116 329

13-15 276 58.0 596 34.9

16+ 349 58.8 1238 49.7
Age of Owner (years)

Under 25 30 62.9 54 33.1

25-34 224 56.2 519 445

35-44 396 57.5 886 38.8

45-54 342 50.8 930 36.6

55-64 287 49.4 707 38.3

Over 65 116 38.9 275 40.9
Size of Firm

1-4 employees 1029 58.7 2292 35.8

5-9 employees 234 59.6 646 36.7

10-19 employees 99 42.1 294 37.7

20-49 employees 49 44.2 137 41.9

50-99 employees 10 49.9 44 44.1

Notes: All data drawn from 1982 Characteristics of Business Owners Survey. As an example of how to read this table, the
second column of the first row indicates that 51.7% of the employees of female-owned firms are women.
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TABLE 7

Ordered Probit Models of Female Employment in Small Firms

Female-owned Male-owned
Independent Variable All Firms firms firms
(D ) ©) (4) (5) (6)
sex of owner (male=1) 1.133 -1.141 - - - -
(.180) (.180)
education of owner (years) .033 .027 .025 .020 .087 .081
(.012) (.012) (.012) (.012) (.007) (.008)
X male dummy .050 .049 - - - -
(.013) (.013)
log of firm employment 142 144 153 152 184 .186
(.032) (.032) (.033) (.034) (.020) (.020)
X male dummy .044 .043 - - - -
(.037) (.037)
percent women employees 3.099 3.022 2.985 3.040 3.172 3.019
in firm's 2-digit industry (.089) (.110) (.178) (.222) (.103) (-130)
log of average employee -.087 -.091 -.101 -.105 -.081 -.086
earnings for this firm (.021) (.021) (.041) (.041) (.025) (.026)
Controls for 1-digit industry no yes no yes no yes
M ean score (mean of X'$) 934 .706 1.125 .993 1.865 .1.558
(S.D. of score) (.891) (.898) (.767) (.792) (.874) (.873)
Cut Points
0% women 6 1-9% women -.118 -.349 -.100 -.246 901 .595
1-9% women 6 10-24% women .644 417 .693 .553 1.653 1.353
10-24% women 6 25-49% women .814 .587 .807 .667 1.847 1.548
25-49% women 6 50-74% women 1.137 910 1.027 .888 2.218 1.920
50-74% women 6 75-100% women 1.593 1.367 1.416 1.279 2.715 2418
Number of observations 4561 4561 1331 1331 3230 3230
P? (degrees of freedom) 2315 2334 429 441 1698 1722
(26) (37) (20) (34) (23) (34)
p-value for P? .000 .000 .000 .000 .000 .000

Notes: Standard errors arein parentheses. All data drawn from 1982 Characteristics of Business Owners Survey. In columns
(2), (4), and (6), professional services is the omitted industry. All regressions also included controls for owner age, owner
marital status, firm age, and region.
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Deconposi ng the Smal |

TABLE 8

Fi rm Gender Earni ngs Gap

into Interfirmand Intrafirm Conponents

TOTAL

Sel ected Industries (SIC
code)

Gen. Build. Contractors
(15)

Food Products Manuf. (20)
Apparel Manufacturing (23)

Printing and Publi shing
(27)

Rubber and Pl astics (30)

Nonel ectri cal Machi nery
(35)

Trucki ng and War ehouse
(42)

Gen. Merchandi se Stores
(53)

Food Stores (54)

Appar. & Access. Stores
(56)

Real Estate (65)
Busi ness Services (72)

(1) (2) (3)
Fraction of total
gender earnings gap
Interfirm Total Cender potentially
Gender Log Log Earnings Gap attributable to
Earni ngs _Gap (CPS) interfirm
(CBO segregat i on:
(1) = (2

Excl udi ng Excl udi ng

Al l manager s, Al l manager s,

0OCCS. pr of essi o occs. pr of essi o
ns ns
.35 .64 .61 .55 .57
.07 .48 .43 .15 .16
.07 .58 .56 .12 .13
.00 .59 .49 .00 .00
.15 .54 .50 .28 .30
.15 . 60 .39 .25 .38
.30 .37 .38 .81 .79
.34 .44 .51 .77 . 66
.17 .71 .74 .24 .23
.15 .48 .48 .31 .31
.27 .44 .33 .61 .82
.08 .17 .08 .47 1.00
.12 . 46 .26 .26 . 46

50

(4

Fraction of tota
gender earnings gap
expl ai ned by
education, age
annual hours, and
maj or occupation

Al
Qccupati ons

.49

1.29
.56
.29

.16

.38

.59
.37

.38



Per sonal Services (73) .37 .39 .28 .95 1.32 .37

Auto Repair Services (75) .22 .35 .36 .63 .61 .29
Heal th Services (80) .01 .48 .16 .02 .06 .53
Cross-Industry Mean .16 .47 .40 .39 .48 .30
Cross-Industry Std. Dev. L11 .13 .16 .16 .38 .42

Not es: Al data drawn fromthe 1982 Characteristics of Business Omers survey and the May, 1983 CPS. See text for description of the
deconposi tion. The CPS figures in colum (2) are conputed solely on the basis of those workers enployed in firnms with [ess than 100
enpl oyees.
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TABLE 9

The Determinants of Average Employee Earnings in Small Firms

All Firms Male-owned firms Female-owned firms
Variable (D ) ©) (4) (5) (6)
Percent women employees
within the firm
0% .186 .053 .203 .068 .228 .062
(.043) (.034) (.052) (.041) (.084) (.066)
1-9% 144 .009 170 .018 077 .008
(.038) (.029) (.048) (.038) (.063) (.048)
10-24% .362 .108 .366 118 .368 .105
(.052) (.043) (.060) (.049) (.110) (.092)
25-49% .259 .086 .288 125 174 -.023
(.044) (.036) (.049) (.043) (.101) (.075)
50-74% .093 .028 110 .053 .058 -.011
(.039) (.031) (.047) (.037) (.071) (.055)
Spline in log(# of employees)
Main effect .033 .202 .051 .204 -.011 197
(.015) (.012) (.017) (.015) (.028) (.022)
Added effect for firms with .037 -.230 -.012 -.234 213 -.187
more than 15 employees (.066) (.043) (.069) (.050) (.123) (.084)
Education of owner .019 .006 .020 .005 .017 .009
(.004) (.003) (.005) (.004) (.008) (.006)
Sex of owner (male=1) 149 .014 - - - -
(.028) (.021)
Fraction women employeesin =272 139 -.322 071 -.148 .264
2-digit industry (.079) (.065) (.093) (.079) (.156) (.121)
L og(recei pts’employees) - 551 - 539 - 577
(.031) (.016) (.023)
1-digit industry dummies yes yes yes yes yes yes
Adjusted R-square 110 445 .084 408 130 486
Number of observations 4562 4562 3231 3231 1331 1331

Notes: All datadrawn from the 1982 Characteristics of Business Owners survey. Each column reports the coefficients from
aregression where the dependent variable is average employee earnings and the unit of observation isafirm. In addition to
the independent variables reported above, the regressions also included controls for the age and marital status of the owner,
the age of the firm, and region.
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